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Varun Beverages (Nepal) Private Limited: [ICRANP] A1+ assigned 

June 28, 2021 
 

Summary of rating action 

Instrument (Amount in NPR million) * Rated amount  Rating Action 

Short-term loans 2,488 [ICRANP] A1+; Assigned 

* Instrument details are provided in Annexure-1 

 

Rating action   
ICRA Nepal has assigned the short-term rating of [ICRANP] A1+ (pronounced ICRA A one Plus) to the short-term loans of 

Varun Beverages (Nepal) Private Limited (Varun or the company).   

 

Rationale 
The assigned rating factors in the company’s strong operational and financial profile, its strong parentage (100% 

subsidiary of Varun Beverages Limited (India)), experienced board and management team, strong brand recall of PepsiCo, 

along with an established sales and distribution network. Varun, the authorised bottler/distributor of PepsiCo in Nepal 

controls a sizeable market share (~43% in FY2020) in Nepal’s carbonated soft drinks (CSD) industry, supported by a 

healthy YoY growth in operating revenues (CAGR 13% during FY2016-FY2019, notwithstanding the Covid-19 pandemic-

induced ~25% sales decline in FY2020). However, the company reported a strong recovery with an annualised growth of 

31% in sales revenue during 9M FY2021, which remains a positive. It saw a steady rise in operating profit margins during 

the last three to four years, aided by growing scale of operations and reduced expenses. The growth in operating 

revenues supports the company’s medium-term financial profile and outlook. Strong profitability, coupled with low 

working capital intensity reduces its reliance on debt, despite a very high dividend payout ratio (~100% during the last 

two to three years). This results in a low gearing level and strong debt service indicators for the company, which has been 

factored into the rating action.  

 

These strengths are slightly offset by the company’s sizeable contested tax liabilities (~NPR 2.6 billion). Although these 

liabilities are provided in full in the revenue statement, it could pressurise Varun’s liquidity if materialised. However, the 

company’s strong operating cash flows, profit accruals and its sizeable cash reserves (~NPR 898 million as of mid-July 

2020) is likely to provide cushion to its liquidity and capitalisation profile in such an event. Rating concerns also arise 

from Varun’s high product concentration risk, with nearly 85-90% of its total revenues contributed by Mountain Dew. 

However, this product lacks close competing products in the industry, which remains a comforting factor. Vulnerability 

of profitability to adverse movement in raw material prices, along with regulatory changes with increased import duty 

on sugar/other raw materials and excise duty on soft drinks also remain a rating concern. Going forward, the 

crystallisation of the contested tax liabilities and the company’s ability to replicate similar profitability while increasing 

its scale of operations, thereby maintaining comfortable capitalisation and debt service indicators, would remain the key 

rating sensitivities. 

 

 

Key rating drivers  
 

Credit strengths 

Strong promoter profile – Varun is the 100% subsidiary of Varun Beverages Limited (VBL), India which is the authorised 

bottler of PepsiCo for India (27 States and seven Union Territories), Nepal, Sri Lanka, Morocco, Zambia and Zimbabwe 

and has a strong credit profile. Varun also has experienced board members representing the promoter company, which 

remains a major positive for business growth. VBL-India has been providing periodic funding support to Varun through 
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sizeable equity for capex (while maintaining low reliance on debt), an extended credit period for management of 

technical fee payables, thereby lowering Varun’s working capital intensity and supporting its liquidity. Further, the 

company’s liquidity position remains supported by the extended credit by PepsiCo for the key raw material, i.e., 

concentrate. 

 

Strong operational profile and risk management practices – Varun is the authorised bottler of PepsiCo in Nepal. PepsiCo 

is the owner of one of the biggest and reputed brands in the world i.e., Pepsi. By virtue of this association, it has been 

able to maintain a sizeable market share of ~43% in the CSD industry (comprising only two major players) in FY2020. Its 

industry positioning remains supported by its long track record in the industry (since 1985), the strong brand recall of 

Pepsi and its strong dealer network. In addition to the strong operational profile, the company derives its risk 

management philosophy from the parent company, which is reflected in the company’s practices of maintaining low 

debt levels, prepayment of long-term debts and strong debtor security mechanism (~95% of the debtors backed by bank 

guarantee as of mid-July 2020).  

 

Robust financial profile – The company’s financial profile remains strong with healthy operating profit margins and good 

net cash accruals leading to low debt levels and hence healthy coverage indicators. Despite reporting ~25% sales decline 

in FY2020 due to the impact of the pandemic during the peak sales season, Varun was able to post an improved operating 

profit margin of 23.6% in FY2020 (21.2% in FY2019; 13.1% for FY2017). This was mainly aided by the control over 

sales/marketing expenses (as a percentage of operating income), which has been declining on a YoY basis (~11% in 

FY2020 against ~29% in FY2017). The company has improved its capitalisation levels over the years, mainly after the 

equity injection in FY2018, leading to a low gearing of ~0.3 times as of mid-July 2020 (~1.8 times as of mid-July 2017). 

This has resulted in strong debt service and coverage indicators with an interest cover of ~36 times for FY2020 and a total 

debt/OPBDITA of 0.3 times, while the net cash accruals to total debt remained healthy at ~93% for FY2020. ICRA Nepal 

expects the company’s capitalisation profile to remain largely similar over medium term, given its improving scalability 

and margins. 

 

Healthy revenue growth – Varun reported ~13% CAGR in sales from FY2016 to FY2019, which was primarily in line with 

the industry growth trend. The revenue growth remained muted in FY2020 with ~25% decline, mainly due to the impact 

of the Covid-19 pandemic-induced lockdowns during its peak sales season. However, the company was able to post a 

healthy sales growth of ~31% in 9M FY2021 (compared to same period last year) despite the evolving impact of the 

pandemic, which remains a positive. 

 

Credit challenges 
Sizeable contested tax liabilities – The company has an ongoing litigation with the tax authorities for contested tax 

liabilities of ~NPR 2.6 billion for various cases, related to value-added taxes, income tax and excise. Though the contingent 

liabilities remain sizeable, it has created full provision against such contested liabilities as of mid-July 2020, as a 

precautionary measure. While any major materialisation of these could pressurise the company’s liquidity to an extent, 

its sizeable cash reserves, good profit levels and financially resourceful promoters provide comfort. Hence, ICRA Nepal 

expects minimal impact to its capitalisation, even in the event of crystallisation of the contested amount. 

 

Vulnerable to changes in raw material pricing – Varun’s profitability is vulnerable to fluctuations in the prices of various 

raw materials such as sugar, concentrate, pet resin CO2, etc. Raw material costs form a major part of the company’s cost 

structure and have fluctuated within the range of ~37-39% of its operating income (OI) over the last few fiscals. Its ability 

to timely pass on the increase in input costs by increasing the prices of its products remains critical for operations.  

 

Susceptible to regulatory risk and seasonality of revenues – The carbonated soft drinks industry is susceptible to any 

adverse regulatory changes, especially with regards to taxation (including custom and excise regulations) impacting its 
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cost. Additionally, the seasonality in revenue impacts the company’s capacity utilisation, cash flow pattern and profit 

margins. The demand of aerated beverages is also contingent upon the taste and preferences of consumers. These 

factors may impact its performance. 

 

Analytical approach: For arriving at the ratings, ICRA Nepal has applied its rating methodology as indicated below.  
 

Links to applicable criteria:  

Corporate Credit Rating Methodology  
 

About the company   
Incorporated in 1985, Varun Beverages (Nepal) Private Limited (Varun) is the authorised bottler of PepsiCo in Nepal. Its 
registered office is in Putalisadak, Kathmandu, while its factories are located in Pepsicola and Nawalparasi. Varun 
produces and sells carbonated non-alcoholic beverages under the brand names - Pepsi®, Mountain Dew®, Slice®, 
Mirinda®, 7-Up®, Aquafina®, Soda®. Varun is 100% subsidiary of Varun Beverages Limited, India, which holds the 
franchise of Pepsi for India (27 States and seven Union Territories, except Jammu and Kashmir, and Andhra Pradesh), 
Nepal, Sri Lanka, Morocco, Zambia and Zimbabwe. 
 

Key financial indicators  

 Audited 

FY2017  FY2018  FY2019  FY2020  

Total income (NPR million) 5,992 6,922 6,877 5,141 

OPBDITA/OI (%) 13.1% 17.1% 21.2% 23.6% 

Total debt/ Tangible Net Worth (TNW; times) 1.76 0.70 0.33 0.26 

Total outside liabilities/TNW (times) 6.60 2.87 2.79 2.99 

Total debt/ OPBDITA (times) 1.06 0.87 0.34 0.33 

Interest Coverage (times) 9.97 13.38 24.28 35.55 

DSCR (times) 6.25 5.70 11.83 21.23 

NWC/ OI (%) 2.8% 0.7% -2.9% 0.1% 
Source: Company data 

 
 

Annexure-1: Instrument details  

Instrument (Amount in NPR Million) Rated Amount Rating Action 

Short term limits 2,488 

[ICRANP] A1+; assigned 

Fund-based limits (Working capital loan) 332 

Fund-based limits (Trust Receipt loan) 
536 

Non-fund based (Letter of credit) 

Non-fund based (Bank Guarantee) 1,620 

   

Grand total 2,488  
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Mr. Pranil Dahal (Tel No. +977-1-4419910/20) 
pranil@icranepal.com     
 

Relationship Contacts:   
Ms. Barsha Shrestha (Tel No. +977-1-4419910/20) 
barsha@icranepal.com    
 

About ICRA Nepal Limited:  
ICRA Nepal Limited, the first credit rating agency of Nepal, is a subsidiary of ICRA Limited (ICRA) of India. It was licenced 

by the Securities Board of Nepal (SEBON) on October 3, 2012. ICRA Nepal is supported by ICRA Limited through a technical 

support services agreement, which envisages ICRA helping ICRA Nepal in areas such as rating process and methodologies, 

analytical software, research, training, and technical and analytical skill augmentation.  
 

Our parent company, ICRA Limited, was set up in 1991 by leading financial/investment institutions, commercial banks 

and financial services companies as an independent and professional investment information and credit rating agency. 

Today, ICRA and its subsidiaries together form the ICRA Group of Companies.  

For more information, visit www.icranepal.com   
 

ICRA Nepal Limited, 

Sunrise Bizz Park, 6th Floor, Dillibazar, Kathmandu, Nepal 

Phone: +977 1 4419910/20 

Email: info@icranepal.com 

Web: www.icranepal.com 
 

All Rights Reserved.  
Contents may be used freely with due acknowledgement to ICRA Nepal.  

ICRA Nepal ratings should not be treated as recommendation to buy, sell or hold the rated debt instruments. The ICRA Nepal 

ratings are subject to a process of surveillance which may lead to a revision in ratings. Please visit our website 

(www.icranepal.com) or contact ICRA Nepal office for the latest information on ICRA Nepal ratings outstanding. All information 

contained herein has been obtained by ICRA Nepal from sources believed by it to be accurate and reliable. Although reasonable 

care has been taken to ensure that the information herein is true, such information is provided ‘as is’ without any warranty of 

any kind, and ICRA Nepal in particular, makes no representation or warranty, express or implied, as to the accuracy, timeliness 

or completeness of any such information. All information contained herein must be construed solely as statements of opinion 

and ICRA Nepal shall not be liable for any losses incurred by users from any use of this publication or its contents 
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